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INDIA - KEY ECONOMIC INDICATORS 


All values in U.S.$ million wless 
otherwise indicated. Indian fiscal 
year is April 1 to March 31. 


Exchange rate: U.S.$1.00=Rs.8.00. 


Percent Estimated 
1978-79 1979-80 Se 1980-81 
A B A Cc 


INCOME, PRODUCTION, EMPLOYMENT 
GNP at Current Prices ($ billion) 


GNP at Constant (1970-71) Prices ($ billion) 


Per Capita GNP, Current Prices ($) 


Industrial Production Index (1970=100) 


Agricultural Production Index 
(1967/68-69/70=100) 

Labor Force (million) 

Number of Persons Registered at 
Employment Exchanges (million) 


MONEY AND PRICES 

Money Supply with Public 

Prime Lending Rate (State Bank of 
India) (percent) 

Wholesale Price Index (1970-71=100) 

Consumer Price Index (1960=100) 


BALANCE OF PAYMENTS AND TRADE 


SDRS, and Foreign Exchange Reserves, Net 


External Debt 
Annual Debt Service 
Overall 


119,30 
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13 


185.8 
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1,040 
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216.8 
360 
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136.3 
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16.5 
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398 
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Balance of Trade -1,360 -2,828 
Indian Exports, f.o.b. 7,158 8,026 
U.S. ShareS/ 980 1,038 
Indian Imports, c-i-f- 8,518 10,854 
U.S. S 948 1,167 
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Major imports from U.S. (1979): machinery and transport equipment, 373; chemicals, 
282; oils and fats, 167. Major exports to U.S. (1979): precious and semi-precious 
stones and pearls, 195; textile articles, 177; wearing apparel and accessories, 
160; coffee and tea 80. 


e, ™ncreased from 13 percent to 16.5 percent effective September 13, 1979. 
b/ Current and Capital Accounts Balance. 
C/ Calendar year figures (1978, 1979, 1980). 


Sources: GOI Central Statistical Organization, Reserve Bank of India Bulletin, 
GOI Economic Survey, U.S. Department of Commerce, World Bank. 





SUMMARY 


Owing largely to the boost given to agricultural production and 
hydropower generation by a good 1980 monsoon, India's gross na- 
tional product (GNP) is expected to rise by about 6 percent during 
Indian fiscal year (IFY) 1980-81 compared with a decline of about 
3 percent in 1979-80. Reversal of the downward trend in agricul- 
tural production, however, is perhaps the only positive develop- 
ment in the Indian economy. Food grain production is expected to 
grow about 15 percent to 130 million metric tons (MT) this year, 
nearly equaling the previous record output of 131.4 million MT 
achieved in 1978-79. Industrial production, on the other hand, 
continues to be severely crippled by shortages of inputs such as 
coal, power, steel, and cement, and general weakness of the infra- 
structure of the economy. Industrial output, as a result, is pro- 
jected to increase only by about 3 percent, compared with a 1.4- 
percent decline in 1979-80. The sixth 5-year plan projects an 
annual growth rate of 8 to 9 percent in the industrial sector. 


The sharp rise in the price of crude petroleum in the international 
market reinforced upward pressure on prices. Shortages of essen- 
tial commodities, particularly sugar and edible oils, continue to 
exacerbate inflationary pressures. Notwithstanding a bumper agri- 
cultural crop this year, prices will probably increase by as much 
as 18 percent through the fiscal year, compared with 16.7 percent 
in 1979-80. 


The sixth 5-year plan (1980-85), now in the final stages of formu- 
lation, calls for a total outlay of $212.3 billion. The public 
sector outlay is $112.5 billion, up 26.8 percent over the previous 
plan of the Janata Government. As was the case with previous 
plans, the sixth plan assigns priority to development of agricul- 
ture, industry, and the infrastructure, with an average annual 
overall growth rate of 5 to 5.3 percent. In light of pronounced 
weaknesses expected to continue in the infrastructure and espe- 
cially in public sector industries, as well as problems of re- 
source mobilization, most observers believe that this growth tar- 
get is highly ambitious and not likely to be achieved. 


India's trade deficit threatens to reach a record high of about 

$5 billion, largely due to the sharp increase in petroleum prices 
and a slowdown in export growth. Net invisible receipts are also 
expected to decline, owing to unsettled conditions in the Middle 
East and higher interest rates abroad. Consequently, India's for- 
eign exchange reserves, net of gold, and International Monetary Fund 
(IMF) drawings of $1,040 million are likely to decline to around 





$5.6 billion (equivalent to about 5 months' imports) by the end of 
March 1981, compared with $7.2 billion in the corresponding period 
of 1980. 


The United States enjoyed a $443 million trade surplus with India 
during the period from January to September 1980, compared with a 
modest surplus of $20 million during the same period in 1979. 
Total trade between the two countries, which reached $2.2 billion 
in calendar year 1979, is poised for further growth. However, the 
outlook for private investment is not particularly encouraging due 
to restrictive Government of India policies. Nevertheless, pros- 
pects for U.S. companies interested in collaborating with export- 
oriented industries in India, as well as joint ventures in third 
countries, appear promising. 


CURRENT ECONOMIC SITUATION AND TRENDS 
Gross National Income 


India's GNP is expected to increase by about 6 percent during 
1980-81, compared with about a 3-percent decline the previous year. 
The higher expected growth rate this year is chiefly the result of 
good performance by the 1980 monsoon, which will generate a 10- to 
12-percent increase in agricultural production. Continuing con- 
straints and bottlenecks inhibiting basic inputs, combined with 
the inadequate and weak infrastructure, are likely to depress the 
industrial growth rate, which is anticipated to rise by about 3 
percent compared with a decline of 1.4 percent in 1979-80. This 
will be substantially lower than the 8- to 9-percent projected in 
the sixth plan. At the same time, an inflation rate of around 18 
percent in 1980-81 is likely to depress domestic savings and in- 
vestment. India's per capita GNP of $243 (in 1980 prices) con- 
tinues to be among the lowest in the world. 


Agriculture 


While the growing use of modern inputs such as high-yielding 
varieties, fertilizers, and irrigation has made Indian agriculture 
relatively less dependent on weather conditions, it continues to 

be critically influenced by the monsoon. Performance of the south- 
west monsoon in 1980 was for the most part satisfactory, with many 
areas in the country receiving normal or excess rainfall, thus com- 
paring favorably with the excellent 1978 monsoon. According to 
preliminary estimates, food grain production during 1980-81 is 
likely to be around 130 million MT. The previous record for food 
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grain production was 131.4 million MT in 1978-79. Failure of the 
1979-80 monsoon caused food grain production to slump to about 113 
million MT. The kharif (fall- and early winter-harvested) rice 
crop is expected to reach a record level of about 50.5 million MT, 
compared with the previous record of about 50 million MT in 1978-79 
and 38.4 million MT last year. While production of other crops is 
likely to increase markedly over that of last year, cotton produc- 
tion is expected to increase only marginally. Preliminary produc- 
tion estimates for 1980-81 are as follows: sugarcane, 145 to 150 
Million MT, up about 13 percent from that of the previous year; 
jute and mesta, almost unchanged at 8 million, 180-kg bales; cot- 
ton, up marginally to 8.2 million, 170-kg bales from 8 million 
bales in 1979-80 and 7.8 million bales in 1978-79; and peanuts, 6.6 
million MT, about the same as in 1978-79. Fertilizer consumption 
continues an upward trend with use this year estimated at 6.1 mil- 
lion MT, compared with 5.42 million MT last year. This belies 
earlier industry expectations that demand would decline as a re- 
sult of the June 1980 price increase. In view of serious produc- 
tion losses sustained by the domestic fertilizer industry due to 
power shortages, the fertilizer import bill is likely to reach a 
record high of $1.0 billion, compared with $688 million last year. 
Government-owned food grain stocks totaled 13 million MT as of 
mid-September 1980 (5.7 million MT rice and 7.3 million MT wheat), 
compared with 20.2 million MT in the corresponding period of 1979 
(8.7 million MT rice and 11.5 million MT wheat). The decline in 
stocks results from the increased requirements of the public dis- 
tribution system and reduced procurement following the 1979 
drought. With a record rice crop this year, rice procurement for 
this marketing season is expected to be about 6 million MT. Be- 
cause of a net drawdown of about 1 million MT per month for dis- 
tribution through the food grain rationing system, it was expected 
that stocks might reach 17 million MT by December 1980, and about 
1 million MT lower than at the end of December 1979, with rice ac- 
counting for a major share. The Government of India may, there- 
fore, explore the possibility of rice exports during 1981. Rice 
export commitments so far include 500,000 MT to the U.S.S.R. 
(250,000 MT in 1980 and again in 1981) and 50,000 MT to Vietnam. 
These exports are not expected to disturb the comfortable level of 
food grain stocks. The sixth 5-year plan calls for a 15-million- 
MT buffer stock to minimize the impact of weather fluctuations on 
prices. 


The major agriculture objectives in the new sixth 5-year plan are 
extension of irrigation works, increased production of pulses and 
oilseeds, and development of horticulture. The plan also calls 





for bringing an additional 15 million hectares under irrigation 
during 1980-85 and increasing the efficiency of water use and pro- 
ductivity in areas already under irrigation. Production targets 
for different agricultural crops are still being worked out; how- 
ever, the plan framework sets a 4-percent annual growth rate for 
the agricultural sector. This is an ambitious target in light of 
the 2.8-percent growth rate achieved during the period 1967-68 
through 1978-79. 


Industry 


India's industrial production, which declined by 1.4 percent in 
1979-80, was virtually stagnant during April to September 1980, 
owing to continuing shortages of coal, power, and other critical 
inputs, as well as to transportation bottlenecks. The steel, 
cement, and aluminum industries were the most seriously affected. 
In what is becoming a constant refrain in the Indian economy, coal 
stocks and power supplies to steel plants are critically low. 

Lack of coking coal and power has forced the shutdown of at least 
one blast furnace in each of the five integrated steel plants in 
the public sector. Such shutdowns in the past were implemented 
only during steel strikes. Salable steel production during April 
to September 1980 declined by 173,000 MT to 2.69 million MT from 
that of the corresponding period of 1979. Based on the present 
production trend, salable steel production from the integrated 
steel plants is expected to be about 5.5 million MT, substantially 
lower than this year's target of 7.32 million MT. This is the 
fourth year in succession that steel production is anticipated to 
decline. Cement and aluminum production is unlikely to reach pro- 
jected targets for this fiscal year, but instead may decline or at 
best equal 1979-80 levels. Further evidence of depressed indus- 
trial output is indicated by a decline of about 2 percent in goods 
traffic moved by Indian railways during April to September 1980, 
to 90.6 million MT from 92.4 million MT during the corresponding 
period of 1979. Given the shortage of freight cars and continuing 
trouble in the northeastern States resulting in underutilization 
of tank wagons and frequent mechanical trouble, this year's freight 
target of 214 million MT is unlikely to be achieved, which may 
depress growth in key sectors of the economy. 


The cotton and textiles, sugar, coal, and phosphatic fertilizer 
industries are likely to record improvement in production this 
year. Although the sixth plan calls for an annual growth target 
of 8 to 9 percent, growth this year is likely to be about 3 per- 
cent, owing to power and coal shortages. 
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To accelerate industrial production, the new industrial policy 
announced in July 1980 officially sanctions production above pre- 
viously authorized capacity in selected industries and permits 

5 percent per annum automatic expansion of basic and critical 
industries over a 5-year period. It also permits import of ad- 
vanced foreign technology on a selective basis, after Indian Gov- 
ernment sanction and the establishment of 100 percent export- 
oriented industries to improve the country's competitiveness 
abroad and to promote exports of industrial products. The invest- 
ment limit for small-scale industries has been doubled from 
$125,000 to $250,000. In a related development that, it is hoped, 
will attract petro-dollars to India, on October 28 the Government 
announced relaxation of its foreign private investment policy to 
permit member nations of the Organization of Petroleum Exporting 
Countries (OPEC) to invest up to 40 percent of equity in new Indian 
export-oriented industries or priority industries such as fertil- 
izers, cement, petrochemicals, paper and pulp, as well as in hotels 
and hospitals. This is a major departure from previous policy, 
which linked foreign investment to transfer of technology and pri- 
ority sectors. The Government states that this policy change is 
intended to reduce the country's dependence on imports. 


In an effort to accelerate power development projects as well as 
coal production, the 1980-81 plan calls for an expenditure of $4 
billion for coal and power, up 13.7 percent over last year. Ad- 
ditional capacity of 2,687 megawatts is scheduled for commission- 
ing during 1980-81. Power generation is, nevertheless, unlikely 
to improve significantly due to underutilization of capacity. The 
plant load factor for thermal power stations virtually crashed from 
56 percent in 1976-77 to 44.7 percent in 1979-80. Moreover, trans- 
mission losses continue to be about 20 percent. State electricity 
boards, as a result of these problems, sustained financial losses 
amounting to $522 million in 1979-80. Without remedial measures, 
such losses could reach the staggering figure of $3.75 billion 
during the 1980-85 plan period. Along with efforts to improve the 
performance of thermal powerplants by assuring that they have ade- 
quate coal supplies, the Government of India has under considera- 
tion proposals to set up private consortia for the construction of 
captive thermal powerplants. In addition, India plans to set up 
10 to 12 captive powerplants of 10 megawatts each in the Bihar and 
West Bengal coal mining areas to increase power supplies to coal 
mines. With U.S. technical assistance, the Government of India 

is also considering installation of slurry pipelines for coal 
transportation. A 15-year national power plan that calls for the 
addition of 80,000 megawatts in capacity by 1995, at an estimated 
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cost of $129 billion, is in preparation. The short-term outlook, 
however, remains gloomy. The gap between supply and demand con- 
tinues to widen; the country's eastern industrial belt, where the 
major steel and engineering plants are located, is the hardest hit. 
The national power shortfall, which was 10.3 percent in 1978-79 
and 16.1 percent in 1979-80, grew to about 26 percent during April 
to June 1980 and is likely to remain between 15 and 20 percent 
during the remainder of this fiscal year. 


Uneconomic functioning of public sector corporations is another 
striking indicator of poor performance in the industrial sector. 
Net losses in the public sector rose roughly fivefold to $186 mil- 
lion in 1979-80, compared with $40 million in the previous year. 
The higher losses are due largely to cost escalation, which is in 
turn the result of considerably underutilized capacity. Despite 
this poor performance, the sixth plan calls for increasing the role 
of the public sector to accelerate industrial output. The Govern- 
ment of India has initiated an appraisal of public sector units 
with a view toward toning up their performance to increase produc- 
tion by about 10 percent during 1980-81. Continuing power con- 
straints are likely to frustrate this effort. 


The number of uneconomic or "sick" units continues to grow. 


Rising from 325 in June 1978 to 345 in June 1979, commercial bank 
loans tied up by these units amounted to $1.4 billion, about 6 
percent of all bank loans. In addition to official coordinating 
committees that have been set up to insure cooperation between 
banks and Central and State level corporations, the Government is 
considering new tax concessions to make "sick" units viable. 


Labor unrest continues to be a major factor depressing industrial 
output. Worker days lost in 1979 reached a peak of 43 million. 
Continued trade union rivalry, often erupting into violence, is 
among the principal causes of strikes. In an effort to improve 
industrial relations, the Government is considering amendments to 
the Industrial Dispute Act, to provide for compulsory recognition 
and interim dispute settlements pending final disposition. Prin- 
cipal industries such as jute, cement, and steel have already en- 
tered into wage agreements with labor unions, resulting in a sig- 
nificant drop in worker days lost, from about 28 million during 
the period from January to August 1979 to about 8 million in the 
same period of 1980. Although this decline in worker days lost 
Signifies an improvement in labor-management relations, the labor 
problem remains a serious one and a continuing drag on industrial 
production. 





Fiscal and Monetary Trends 


The inflationary trend, which began in IFY 1979-80 has been ac- 
celerated by a drought-related decline in agricultural and indus- 
trial production, pronounced shortages of industrial inputs such as 
steel and cement, and a supply/demand gap in vital consumer prod- 
ucts including sugar and edible oils. These factors continue to 
destabilize prices in the current fiscal year. Wholesale prices 
during April to September 1980 rose by about 20 percent over the 
corresponding period of 1979. Basic commodities that spearheaded 
the inflationary commodity trend included sugar, oilseeds, petro- 
leum products, and fertilizers. Although wholesale prices have 

now stabilized at higher levels, the Government of India wholesale 
price index on October 4, 1980, stood at 263.8 (1970-71 = 100), up 
18.2 percent over the previous year. Roughly one-fifth of the 

rise in prices was accounted for by sugar alone, owing to a sharp 
drop in production to 3.9 million MT in 1979-80 from 5.9 million 
MT in 1978-79. Although the Government has moved to rationalize 
prices of several major commodities, particularly sugar, and prices 
might otherwise be expected to fall after a good monsoon, it is 
unlikely that there will in fact be a drop in the price index, 
given persistent shortages of most essential commodities. Prices 
are, however, likely to increase by approximately 18 percent during 
1980-81, compared with 16.7 percent in 1979-80. Cost push factors, 
particularly escalating petroleum prices, will continue to exert 
upward pressure on prices. This also stimulates unaccounted trans- 
actions that normally crop up during periods of shortage. Because 
prices of most finished products are governed either by formal or 
informal controls, several commodities are at present commanding 
premiums in the black market. These commodities include cement, 
steel, aluminum, sugar, and diesel oil, with prices ranging up to 
100 percent of the official level. Unaccounted or "black" money 
proliferates as it is reinvested in stocks, trade, real estate, 
gold, and silver. The budget deficit continues to grow. According 
to preliminary budget data of the Government, deficit financing, 

as reflected in sales of treasury bills, increased by $2.7 billion 
during the period from April to September 1980, compared with $688 
million in the corresponding period of 1979. The IFY 1980-81 bud- 
get, presented in June 1980, projected a $1.8 billion deficit. 


State budgets presented this year also show sizable deficits. Al- 
though the magnitude of the total deficit is not known at present, 
the extent of deterioration of State finances can be gaged by a 
sharp rise in Reserve Bank of India (RBI) loans to States. State 
borrowing rose from $239 million to $421 million, an increase of 
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$182 million, during April to September 1980, compared with an in- 
crease of $20 million in the corresponding period of 1979. An- 
ticipated revenue shortfalls resulting from the near stagnation in 
industrial production, additional expenditures for relief and wel- 
fare measures following the drought, and increased cost-of-living 
allowances paid to Government employees are likely to widen the 
deficit substantially. 


Gross commercial bank credit rose only 1.3 percent to $27.3 billion 
during the period from April to September 1980, compared with an in- 
crease of 10.3 percent to $24.5 billion in the corresponding period 
of 1979. Stagnation in industrial production and slack demand for 
bank credit following a sharp drop in rabi (spring) food grain pro- 
curement were the chief causes of this sharp reduction in bank 
lending. RBI credit restrictions have also inhibited the extension 
of loans by commercial banks. Leading private companies have, as 

a result, resorted to public stock issues at higher interest rates 
than those offered by the banks. The Government has also raised 
the debt-equity ratio from 1:1 to 2:1 as well as the ceiling on 
debenture interest rates from 11 to 12 percent. The Government 
claims that this will enable companies in the private sector to 
mobilize funds for expansion and diversification. Growth in bank 
deposits during the same period decelerated to 7.2 percent from 

9.8 percent, owing chiefly to the continuing strong inflationary 
trend and a move by certain selected public sector corporations to 
mobilize capital. According to press reports, the commercial bank 
interest rate structure is expected to be revised upward to attract 
Savings as well as to reduce effective demand. Any significant 
improvement in bank deposit mobilization, however, is unlikely. 

The Government is likely to continue restrictive monetary policies 
stressing judicious use of banking funds for productive purposes. 


Planning 


The sixth 5-year plan draft, now in the final stages of prepara- 
tion, calls for a total outlay of $212.3 billion. Allocations to 
the public sector account for 53 percent of this total. The plan 
is to be financed largely through domestic resource mobilization 
with net external assistance accounting for only about 4 percent. 
Net external assistance, however, will account for 8.6 percent of 
public sector spending. In gross terms, external assistance will 
account for about 15 percent of public sector spending. The plan 
sets an average annual target of 5- to 5.3-percent GNP growth, 

4 percent growth in agriculture, 8.9 percent growth in industry, 
and a 10-percent volume growth in exports. Major objectives of 
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the plan are progressively to reduce the incidence of poverty and 
umemployment, rapidly develop domestic energy resources, promote 
control of population growth, progressively reduce regional in- 
equalities, and gradually reduce subsidies on fertilizers, food, 
and exports. Production growth rates for selected industries 
during the plan period are 58 percent each for steel and aluminum, 
89 percent for cement, and 95 percent for nitrogenous and 73 per- 
cent for phosphatic fertilizers. 


Of the total public sector outlay of about $113 billion, financial 
resources available at 1979-80 rates of taxation are estimated at 
$68 billion, including $5 billion in deficit financing during the 
plan period. The remaining $45 billion is projected to come from 
increased taxation ($9 billion), net external assistance ($10 bil- 
lion), reduced budget subsidies, and higher financial returns from 
public sector corporations ($26 billion). Given the magnitude of 
India's requirements, the estimate of the Government of $10 bil- 
lion in net external assistance is very modest. Reaching this 
level would require $16 billion in gross aid flows, or more than a 
50-percent increase in the 1979-80 level of gross disbursements, 
which were $1.9 billion. At the same time, several prominent 
economic observers have expressed doubts about raising additional 
resources from public sector corporations, most of which have been 
plagued with underused capacity owing to labor unrest and power 
shortages. The $5 billion in deficit financing estimated for the 
plan period is likely to be exceeded substantially if the projected 
budgetary deficit of about $1.8 billion this fiscal year is any 
indication. Further rapid escalation of world petroleum prices, 
combined with domestic inflation of about 18 percent, could upset 
the entire plan framework, which is based on 1979-80 prices. 


Balance of Payments 


Serious infrastructural failures, sharply rising petroleum prices 
and the slump in industrial production during 1979 have upset pro- 
duction plans of export-oriented industries and thereby widened 

the trade gap. Preliminary foreign trade data indicate that ex- 
ports during April to June 1980 totaled $1.94 billion, up 5.9 per- 
cent over the corresponding period of 1979; this accounted for only 
21.8 percent of the $9 billion target for 1980-81. During the same 
period, imports increased by about 47 percent to $3.2 billion, re- 
sulting in a record trade deficit of $1.24 billion compared with 
only $329 million last year. If this trend continues, India's 
trade deficit in 1980-81 is likely to be around $5 billion, com- 
pared with $2.8 billion the previous year. Shortages of steel and 
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cement were major factors contributing to the deceleration of 
export growth. Engineering exports, which spearheaded export 
growth in recent years, declined for the first time in 1979-80 to 
$830 million from $873 million the previous year. The engineering 
export target of $1.14 billion this year appears unlikely to be 
achieved, given the slackening in overseas turnkey project con- 
tracts, which provided a big push to related engineering exports. 
Because many of these exports went to Iraq and Iran, the war there 
is likely further to depress exports to that area. Labor unrest 
at the port of Calcutta continues to hamper export of jute, tea, 
and engineering products. Recessionary trends and protectionist 
policies in developed countries could also depress India's exports. 
Although the Government of India is hopeful that this year's ex- 
port target of about $9 billion will be achieved, continuing con- 
straints on the supply side of the economy are likely to frustrate 
this hope. 


It is estimated that Indian imports will reach $14 billion during 
1980-81. Due to the sharp rise in international crude prices, 50 
percent of the total will be for crude and refined petroleum im- 
ports. As a result of the 1979 drought, sugar valued at about 
$125 million appears on the import bill for the first time this 
year. Also stimulating the rising cost of imports is widespread 
underutilization of capacity in Indian industry, which is in turn 
due to power shortages that have necessitated increased imports of 
cement, aluminum, and steel. In 1976-77, India was a net exporter 
of these products. Given that India is likely to continue its 
somewhat more liberal import policy and will need to continue to 
import essential commodities to curb domestic inflation, it is 
likely that India‘s import bill will continue to show an upward 
trend over the next several years. 


Another disturbing aspect of India's international payment situa- 
tion is the expected decline in invisible receipts which in the 
past have provided strength to its reserve position. The inward 
flow of remittances has slowed due to the decline in construction 
activity in the Middle East and repatriation of large numbers of 
Indians from Iraq and Iran in the wake of the war. Higher inter- 
est rates on deposits abroad have also dampened the flow of remit- 
tances to India. However, to check this downward trend, the Gov- 
ernment is reportedly considering incentives to attract savings by 
nonresident Indians. With the resultant decline in India's re- 
serves, the RBI's interest income on its investment abroad is ex- 
pected to decline. However, gross external loans in the Government 
budget this year are estimated at $1.5 billion, somewhat higher 
than the $1.2 billion in 1979-80. 
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India's foreign exchange reserves, which continued to rise until 
1979-80 to a favorable level of $7.2 billion, are expected to de- 
cline for the first time during this fiscal year. Reserves, ex- 
cluding gold and IMF transactions, were estimated at $6,540 million 
at the end of September -1980; this compares with $7,204 million at 
the beginning of this fiscal year. This represents a drain of over 
$100 million per month. Concerned with the declining reserves 
trend, the Government made withdrawals from IMF totaling $1,040 
million in August 1980. This boosted India's gross reserves to 
$7,600 million. The growing trade deficit is expected to push 
India's reserves into a further decline to an estimated $5,600 mil- 
lion, excluding gold and IMF transactions, at the end of March 
1981, equivalent to about 5 months of expected imports. 


IMPLICATIONS FOR THE UNITED STATES 


Trade 


Trade between India and the United States during the period from 
January to September 1980 totaled $2.14 billion, with a $443 mil- 
lion surplus favoring the United States, compared with a modest 
surplus of $20 million during the corresponding period of 1979. 
Trade between the two countries reached its highest level of $2.2 
billion in 1979 and is poised for further growth. In 1979, the 
number of joint ventures reached 307, the highest since 1974. 

U.S. companies accounted for 59 of these joint ventures. The 
United Kingdom was first with 61 approved projects. American ex- 
ports to India have remained basically unchanged, with sophisti- 
cated machine tools, fertilizers, edible oils, and aircraft ac- 
counting for the major share. In light of recent changes in 
industrial policy calling for increased imports of advanced foreign 
technology to improve India's export competitiveness, and the re- 
cent Government decision to invite foreign companies to explore for 
oil, the prospects for exports are promising. In addition, modern- 
ization of the country's railways and ports, the proposed 15-year 
power development, possible construction of a coal slurry pipeline, 
and gas-based petrochemical and fertilizer projects are expected to 
give a significant push to Indo-U.S. trade. While India's foreign 
exchange reserves are declining, the Government has indicated will- 
ingness to supplement reserves with commercial borrowing to finance 
projects that yield a higher return than the interest cost of debt. 
India's debt service ratio is now about 14 percent and still has an 
adequate cushion for additional borrowings; the sixth plan calls 
for stabilization of the ratio at under 20 percent. 





Investment 


U.S. Department of Commerce data indicate that direct U.S. invest- 
ment in India at the end of 1979 totaled $351 million, showing a 
slight increase over 1978, primarily due to reinvestment of earn- 
ings of U.S. companies. The highest level of U.S. investment was 
reached in 1975 when it totaled $367 million. In view of the Gov- 
ernment's continuing restrictive policies vis-a-vis foreign in- 
vestment, particularly direct equity investment, prospects for any 
immediate sizable increase appear remote. However, the outlook 
for U.S. companies that wish to collaborate in Indian export- 
oriented industries, as well as in joint ventures in third coun- 
tries, continues to remain fairly promising. 
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